Using the matching function and the monthly and yearly data from 1992 to 2000 of 76 Czech districts, this paper studies district specific characteristics affecting matching efficiency. Among the conclusions, it was found that the higher the educational level of the labour force and the higher the number of firms in new sectors, except in the commercial one, the more efficient the matching process. The results give evidence supporting the idea that employed workers participate in the matching process and, therefore, they are one of the sources of increasing returns to scale in the Czech matching function. Small new enterprises in the commercial sector are also a source of increasing returns.
Introduction.
The Czech transition was characterized by the restructuring process and two aggregate activity crises; the initial one that ended in 1994 and the 1997 crisis. The evolution of unemployment during the Czech transition is characterized by a period of very low unemployment before 1997 followed by a period of unemployment levels around 10% and increasing differences across districts in terms of unemployment levels, LTU incidence and declining differences regarding v/u ratio. The relationship between unemployment and vacancies shows declining matching efficiency and increasing differences in matching efficiency across districts coinciding with the speed-up of restructuring after 1997. This paper estimates the Czech matching function and seeks to find matching efficiency determinants.
The use of the matching function as a device to study transforming labour markets has been very common. It has certainly helped labour market researchers to understand nascent labour markets. At the same time, the economic transformation undergone during the 1990s in Central Eastern Europe gave rise to a large amount of matching literature that increased our existing knowledge about how to estimate the matching function and what can be learnt from it. This paper, using the Czech case, provides evidence and new results on how transforming labour markets operate. The findings reinforce the idea that the matching function is a useful device. The paper is divided into three sections. The first consists of a review of the literature. In the second one, I
estimate the matching function in two stages. In the third one I obtain conclusions.
1.-Review of the literature
The increase in matching literature is a direct consequence of the importance of outflow from unemployment in transforming economies. Outflow from unemployment increases with the number of vacancies, the number of unemployed and the efficiency of both in matching each other. There are two kinds of studies regarding outflow from unemployment. On the one hand, we have those that estimate hazard functions and on 4 unemployed (U) and the number of posted vacancies (V), in the same way that in a production function output is a function of labour and capital.
O=f (U,V)
(1)
The matching process is seen as a technological search process where searching firms and workers try to find the best match given exogenous factors that influence matching efficiency such as availability of information, skills mismatch and spatial mismatch. ε represent the district-specific and time-specific and overall unexplained stochastic part of the matching process 2 . Burda (1993) was the first one to use the matching function to study transition labour markets. He used panel data from 1990 to 1992 and estimated by OLS simple static matching functions for the Czech and Slovak Republics. He found that the matching function displayed constant returns to scale (CRTS) 3 and that estimated coefficients for unemployment were twice those for vacancies. He states that the existence of a stable matching function can provide guidance for policy design in transforming economies 2 Svejnar 1999 2 Svejnar , page (2847 . 3 The existence of constant or increasing returns to scale has political implications. The existence of constant returns to scale (CRTS) would imply a unique, stable and optimal equilibrium. On the contrary, the existence of increasing returns to scale (IRTS) may imply multiple equilibria. Therefore, increasing returns to scale are considered to be an argument in favour of government intervention because they constitute a necessary condition for multiple equilibria. In the presence of IRTS government intervention would be justified to bring the economy to low unemployment equilibrium. In a matching function like 5 because the growth of the private sector would depend on the efficiency with which workers and jobs can be brought together and on how quickly vacancies can be created.
He focuses on the optimal speed of transition (OST) implied by the estimated matching function. In other words, he uses the matching function to study how rapidly the state sector should be shrunk. Based on Czech estimates 4 he computed the implied rate of monthly layoffs from the state sector to keep unemployment constant along the optimal path suggested by the Equilibrium Unemployment Theory (see Pissarides 2000) . He found that neither a "big bang" nor a "go slow" are optimal; instead a "mixed bang" is more appropriate. He recognizes that his analysis ignores several important issues such as the effects of unemployment on human capital. Munich et al. (1998) followed Burda (1993) and searched for factors affecting matching efficiency. The following pages are a natural extension of Burda (1993) and Munich et al. (1998) . Boeri (1994) found that vacancies have a small effect and that the impact of long term unemployment on outflow is lower than the impact of short term unemployment. Svejnar et al. (1995) introduced more explanatory variables apart from vacancies and unemployment. Regarding Active Labour Market Policies (ALMPs), they found that an increase of 1% in expenditure per capita increases outflow by 0.17%. Lubyova and van Ours (1994) searched for structural breaks and found differences across regions. Boeri and Scarpetta (1995) augmented the matching function by the introduction of agricultural employment and a proxy for the diversification of economic activity. Burda and Lubyova (1995) found that ALMPs have a significant positive effect on outflow. Boeri and Burda (1996) , like Burda and Lobyova (1995) , set out to quantify the effects of ALMPs. They followed a similar methodology and found a significant but small effect of ALMPs on flows from unemployment to jobs. They turned their attention to the wide and increasing dispersion of unemployment rates across regions while the vacancy rate coefficient of variation decreased in the Czech Republic. Many of the above works accept the hypothesis of CRTS. However, Profit (1996) focused on instruments to solve autocorrelation and heteroscedasticity and showed that by using the Anderson-Hsiao instrumental variable increasing returns to scale (IRTS) are found. Munich et al. (1998) This interpretation is at odds with Burda's (1993) assumption that on-job-search is not important during transition. It is also at odds with the Munich et al. (1998) finding 7 regarding the important role played by the unemployed. Unfortunately, there is no direct information on employed job-searchers available for the Czech Republic; therefore, the effect of on-the-job-search is difficult to infer directly 8 . In the estimations below I find that both the employed and the unemployed play a role in the matching process and that the emergence of small decentralized enterprises identified by Boeri and Burda (1996) is one of the sources of high estimated coefficients for the unemployed.
The study by Profit and Sperlich (2004) explores the properties and the developments of matching technology in the Czech Republic during the transition to a market economy 9 .
They focused on the regional variation of the returns to scale and found them to be related to a set of structural economic characteristics such as the employment rate in agriculture, industry and services, immigrations, outmigrations and ALMP. They point out that further research could entail a finer disintegration of matching factors such as the educational composition of the unemployment pool 10 . The difference between the approach followed by Profit and Sperlich (2004) and the one followed here is that they concentrate on differences in unemployment and vacancies elasticities across regions and the second stage of this work assumes common elasticities across districts 11 and concentrates on the efficiency factor. The methodology followed here is closer to that of Munich et al. (1998) .
2.-The estimation of the matching function and the efficiency factor
The estimations below are divided into two stages. The first one aims to efficiently estimate Czech matching function parameters. To do this, I took into consideration unobserved heterogeneity, correlation of the error term and varying district size following the aforementioned findings of Profit (1996 Profit ( , 1999 and Munich et al. (1998) . I estimated an augmented matching function including as explanatory variables lagged outflow and new unemployed in the current period 12 .
8 Profit (1999) , page 24. 9 Profit and Sperlich (2004) Although according to Munich et al. (1998) , the source of IRTS are the unemployed, according to Profit (1999) IRTS are a consequence of employed searchers. In order to test whether employed workers are playing a role in the matching process, I assumed no search on the job in the first stage and, in the second stage, included as explanatory variable of matching efficiency educational levels of district labour force instead of educational levels of unemployed.
In order to test for the role that economic structure is playing in the matching process I introduced the number of firms in new sectors. I followed a similar methodology to that of Munich et al. (1998) . However, I was able to obtain more conclusions for two reasons. First, in the second stage, I introduced more explanatory variables, the number of firms per member of the labour force in new sectors and the educational levels of the labour force. Second, the above and recent bibliography related to those variables helped to obtain conclusions from results.
2.1.-The first stage: The estimation of the matching function parameters
The usefulness of identifying district specific characteristics that affect the matching efficiency is to learn what should be the focus of government policies regarding flows 13 functions. He concludes that the best specification and estimation strategy of the first stage are those used here. 13 Regarding both outflow from unemployment and, to a certain extent, inflow into unemployment especially in a context of a huge economic transformation as shown in Burda (1993 Coles and Smith (1998) 15 finding, the number of people entering unemployment in the current period has also been included separately from those already unemployed. The data support the existence of partial adjustment of the matching function and that the newly unemployed interact with vacancies in a different manner than those already unemployed.
In the first stage, I worked on a panel data set of 76 districts over 12 months that were to be estimated for every year from 1992 to 2000; I ran nine panel estimations where N=76
and T=12 of a model like this
Where y is the dependent variable, general outflow from unemployment ( t O ).
certain district specific characteristic is proved to have a negative effect on outflow, a priori measures can be taken to offset its effect. In this respect, the conclusions may exceed the limits of labour economics and give information on how discipline and encouragement can be coordinated to avoid long term unemployment. 14 Munich et al. (1998) . 15 Coles and Smith found that the newly unemployed, those entering unemployment in the current period, interact in a different manner with posted vacancies than those already unemployed. The reason is to be found in search intensity and human capital. 
The composite error is divided into three components
i α refers to the unobserved time constant factors called unobserved heterogeneity.
These individual time invariant variables are the same for a given cross-sectional unit through time but vary across cross-sectional units (districts). For example, the distance from the district capital to the national one, the density of population, agricultural and industrial production at the beginning of the transition and district location in the are the same for all cross-sectional units at a given point in time but vary through time.
Regarding serial correlation, it can be easily identified that the idiosyncratic error
ε , is correlated with the explanatory variables because we are working on a matching function like
The OLS procedure assumes that the explanatory variables are not correlated with the error term. However, that assumption does not hold in a matching function because
The number of unemployed at the end of period t-1 is equal to the number of unemployed at the end of period t-2 plus those entering unemployment in period t-1
16 minus those leaving unemployment . At the same time These difficulties were first detected by Profit (1996) and Munich et al. (1998) . I have taken into account and solved them by first differences and Prais-Winsten transformation. The first stage results, following the above methodology, are reported in table 1. Two conclusions can be obtained. Firstly, the Czech matching function displays IRTS. Secondly, estimated parameters for the unemployed are larger than those for vacancies. These results are very similar to those of Munich et al. (1998) , who used deviations from backwards means.
It is also important to notice that in 1999, vacancies are not significant. This is due to a misrepresentation of the number of vacancies in the data. This misrepresentation of vacancies has been found quite often in matching function literature. For example, working with British data, Pissarides (1989) 
2.2.-Second stage: The efficiency factor and district specific characteristics
Using matching function estimated parameters, I analyzed whether aggregated districtspecific characteristics explain inter-district matching efficiency differences. Therefore, I estimated
17 Pissarides, C (1989) 
The first stage was estimated using monthly observations of the variables. In the second stage, I used variables that are time invariant or are measured with annual frequency.
There are many variables, apart from those introduced here that may affect efficiency.
However, the disadvantage of working with district level data is that many variables are not available at district level even with annual frequency. The advantage is that, working with districts of the same country narrows the number of matching efficiency explanatory variables because they are all subject to the same labour market institutions and policies.
I tested whether the following district characteristics are able to explain district differences in matching efficiency: Educational levels of the labour force, proportion of long term unemployed, self-employment, expenditure in ALMPs, distance to EU border, density of population, Sudeten Lands, ratio of agricultural to industrial production in 1990 and number of enterprises in new sectors of activity.
Some of them were already tested by Munich et al. (1998) for a period between 1992 and 1996. However, they used educational levels of the unemployment pool and I use educational levels of the labour force. Likewise, they did not take into account the effect of self-employment and the number of firms in new sectors of activity. I am reporting 14 two models: Model 1 using almost the same variables as Munich et al. (1998) and Model 2 adding new variables.
2.2.1.-Educational levels of the labour force (edu1, edu2, edu3).-Both labour force structure by educational levels and educational structure of the unemployed pool should have an impact on district matching efficiency. In the latter case, the results would be interpretable in terms of search theory. According to search theory and much of the hazard functions literature, the higher the educational level of a job seeker, the more easily he/she will find a vacant position because he/she is more attractive to firms. At an aggregate district level, it would mean that a larger proportion of the unemployed with a university education would have a positive impact on matching technology. However, the reservation wage of the university educated is higher. They are more likely not to accept a job offer because they might prefer to wait for a better chance, another offer with higher salary and better conditions. Therefore, a bigger proportion of the university educated unemployed would have a negative impact on matching technology. However, in the context of the hard times of transition the first positive effect is likely to be stronger than the second negative one. I used the 1991 proportion of the labour force that had completed university education (edu3) and the proportion of the labour force that had completed secondary education (edu2), and measured their effect on matching efficiency with respect to the proportion of the labour force with lower educational levels (edu1: primary education and no education). are able to explain matching efficiency differences across districts, it would support the idea of the importance of on-the-job search highlighted by Profit (1999) . Recall that he found evidence of searching employed workers as a source of increasing returns to scale of the Czech matching function. The hypothesis is that the higher the educational composition of the labour force, the lower the skill and educational mismatch, the more efficient the matching process is.
Secondly, long term unemployment has also been introduced, and most of the long-term unemployed have low educational levels. I avoid collinearity problems coming from two correlated explanatory variables by introducing proportions of the labour force as a proxy of proportions of the unemployed pool. In this respect, these variables can also be interpreted as a proxy of educational levels of the unemployed pool, in terms of search theory. If more educated individuals are in a better position to find jobs than their less educated counterparts and if this effect is not offset at an aggregate level by the reservation wage effect, edu2 and edu3 should have a positive effect. Therefore the hypothesis is that both variables (edu3 and edu2) should have a positive impact on matching technology. However, it is difficult to hypothesize which one has a stronger impact because although the university educated might be more attractive to firms, the secondary educated are also very attractive but have lower reservation wages. It has been proven that a high share of secondary educated labour force provides workers with a few of the flexible skills required for success in the changing labour market 19 .
It is also important to bear in mind that the proportions refer to 1991 district labour forces. They should be able to capture the concentration of skilled workers and an educational endowment inherited from communist times. However, they are not able to capture the concentration of skills in certain districts during transition, before 1991. As pointed out by Jurajda (2005) Summarizing, it is hypothesised that the variables edu2 and edu3 have a positive effect on matching efficiency and that their effect decreases as transition evolves. Their ability to explain matching efficiency in the early stages of transition would support the idea that the whole labour force is taking part in the matching process and therefore the importance of on-the-job search.
2.2.2.-Long Term Unemployment (LTU)
. Table 3 shows the increasing importance of LTU as transition evolved. It also shows that differences across districts with respect to LTU also increased.
According to hazard models, the longer the unemployment spells of an individual, the lower his/her probabilities of finding a job. Therefore, it is hypothesised that the share of long term unemployment (LTU), those with spells longer than twelve months, has a negative impact in matching efficiency. This causal relationship also holds in the opposite direction: low matching efficiency implies lower outflow which increases LTU. The long term unemployed have been considered to be the losers of the transition. On the one hand, they have different characteristics than the short term unemployed 23 ; they mainly have low levels of education. On the other hand, the longer a worker is unemployed, the more difficult it is for him/her to be attractive to a firm because his/her human capital is worn out. They suffer from discouragement, stigma, loss of skills and skills mismatch.
Apart from the effect of unemployment on human capital, the literature has also pointed out the importance of the disincentive effect of social welfare transfer. It is known that new firms are always a source of dynamism and jobs. Sometimes they are a phenomenon of districts with favourable local conditions, a consequence of Greenfield foreign direct investment (FDI) or are born as providers to multinationals.
However, they are also the consequence of unfavourable local conditions. Therefore, they are also common in districts with poor infrastructure and low FDI where selfemployment is the only alternative. Neither of these correlations is very strong, but the second one seems clearer. Looking at other transition economies, it can be observed that high unemployment countries like
Poland have more self-employment 27 . At the same time, 
20
As a result, it is a hypothesis that this variable has no effect on matching efficiency, because it has been absorbed by unemployment in the first stage, or else it has a negative effect because it captures the negative conditions of high unemployment districts. Boeri and Burda (1996) , page 805. They try to overcome the difficulties in the measurement of the effect of ALMPs. 31 See Boeri and Burda (1996) .
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ALMPs are distributed with a view towards the unemployment and vacancy situation in individual districts. As a result, districts with unfavourable labour market conditions and higher mismatch are likely to receive more funds. Therefore, this variable may absorb the effect of district characteristics that have a negative impact on matching efficiency but have not been included in this model. As a consequence, the estimated coefficient may be biased downwards 32 . Problems in measuring the effects of ALMPs also come from the crowding out phenomena and the dead weight loss. Through the crowding out phenomena, treatment may increase the job finding rate of "treated" workers but only at the expense of "non-treated" workers. Through dead weight loss treated unemployed workers would have found a job even without treatment. give evidence of whether having an agricultural background has a positive impact with respect to having an industrial one. A positive impact would mean that agricultural districts are more effective in matching than industrial ones.
Unemployment in transition countries is higher in rural than in urban areas. This is consistent with prevailing patterns of structural change in employment in Central and Eastern Europe: declining employment in agriculture and increasing employment in the private service sector concentrated in urban areas. The privatisation of state farms, the rationalisation of production in agricultural co-operatives, which were largely overstaffed, and the collapse of trade with CMEA involve large-scale labour shedding in agriculture. However, agriculture has also been proved to be an alternative for the unemployed.
Regarding industry, due to the vertical concentration of economic activities, industry disguised service-type jobs, such as transport, distribution, repairs and provision of food and services to workers 34 . The presence of disguised service employment in industry could have played a role in containing unemployment through job-to-job switches without unemployment experience in between. The hidden service sector may also increase the matching efficiency in industrial places with respect to agricultural ones due to the existence of workers with experience in the expanding service sector.
34 See Nesperova (1990) and Boeri and Keese (1992) However, most of the skills developed during communist times were useless for finding a job during transition. Indeed, changes within industry have been enormous. At the same time, the Czech Republic's rich industrial tradition, dating back to the AustroHungarian Empire and concentrated in certain parts of Bohemia and Moravia, is likely to play an important role in the promotion of entrepreneurship 35 and matching efficiency.
Therefore, it is difficult to establish a hypothesis about the effect of the proportion of agricultural to industrial output in 1990 in district matching efficiency. Munich et al. (1998) introduced this variable and found that during the period between 1992 and 1995 it had a negative but not significant effect on matching.
2.2.9.-Sectors of activity
The geographical distribution of economic activities in the previous regime was based on highly specialised industrial sites. The lack of diversification of economic activities and the reliance on one or a few conglomerates, especially in small towns, was inherited from the past. Regional disparities were revealed during the transition and new ones were generated. Economic structure plays an important role in widening district differences and the resulting distribution of unemployment, vacancies, the number of unemployed persons per vacancy and the way they interact in the matching function. Profit (1999) shows the importance of the industrial structures of Czech districts in increasing unemployment differences.
During the transition, the importance of each sector changed. In communist times the main one was heavy industry, which lost its importance, both as a percentage of national output and as a percentage of the labour force, as transition evolved. As shown in Sorm and Terrell (1999) , the Czech labour force has been very efficient in changing from old to new sectors, and therefore it is hypothesised that the effect of new sectors is positive. The more firms in new sectors, the more dynamic the district economy and the lower the mismatch. Most of these sectors are in private hands, are constituted by new firms and some have benefited from FDI. As a result, it is hypothesized that services, construction, transport and trade have a positive effect on matching efficiency, agriculture has a negative one, and industry has an ambiguous effect because there are expanding and contracting sectors within industry.
Manufacturing industry increased at the cost mainly of mining and quarrying. There have also been significant changes within manufacturing itself from raw materials and labour intense industry to more sophisticated production. Foreign industries dominate technology driven industries. Regarding services, it is important to recall that banking and financial services which increased its share of employment from 0.5% to 1.7% between 1991 and 1995 38 , are included in services 2.
3.-Results and conclusions
The estimated parameters can be found in the Appendix. The main conclusion is that the efficiency factor of the matching function can give information about the functioning of labour markets. Apart from being a Black Box 39 and a modelling device, the aggregate matching function can be considered as an empirical tool to shed light on how the aggregate matching process operates. It has been corroborated that the hazard models can be used as aggregated matching function microfoundations. Finally, the matching function is a very useful device to study transforming labour markets. Regarding the labour force educational levels, in model 1, whenever edu2 and edu3 are significant they have a positive impact. Comparing edu2 and edu3, the proportion of university educated population is only significant during the early stage of transition (1992, 1993 and 1994) , while the proportion of the secondary educated is significant throughout the sample period. Furthermore, edu3 was higher than edu2 only in 1992. In model 2, once districts' economic structures have been introduced, edu2 is also only significant until 1995. In the second specification, the edu3 estimated parameter is larger than edu2 not only in 1992 but whenever they are significant. These findings give evidence of the following:
(1) The higher the educational composition of the labour force, the lower the mismatch.
(2) Both variables show decreasing significance levels; the effect of the 1991 educational structure explains matching efficiency until 1994-1995 (model 2). The reason is that, as shown by Jurajda (2005) , there was a process of labour mobility and concentration of skills during transition. According to Equilibrium Unemployment Theory the higher the mismatch the lower the v/u rate because it is more expensive to post and fill a vacancy. Firms set up in districts where it is cheaper to find a skilled worker. At the same time, highly educated people move to big cities and more dynamic districts 40 . This is one of the dynamics behind district increasing differences that go hand in hand with educational structures of the labour force.
26
(3) According to Munich et al. (1999) , skills possessed by the secondary educated were very useful throughout the transition. The positive effect of the proportion of secondary educated and university educated with respect to the proportion of lower levels is very clear; however, differences between edu2 and edu3 are not, their aggregate effect in matching efficiency is very similar. Probably the effect of being eligible is compensated by the reservation wage effect. Edu2 have flexible skills that make them attractive for new sectors. Edu3 have higher reservation wages enhanced by the increasing demand for this kind of worker which increases their expected distribution of wage offers.
(4) The matching function was specified without search-on-the-job and educational structure using proportions of the labour force. Higher educated workers are more likely than lower educated workers to search on the job and move from one job to another, without experiencing unemployment. The capacity of this variable to explain matching efficiency is in accordance with Profit's study (1999) , which pointed out the importance of search-on-the-job. However, it is at odds with the assumption made in the first stage estimations above and that of Burda (1993) , according to which search-on-the-job is not important during transition. The estimations corroborate that labour force, employed and unemployed workers and their educational characteristics play a role in matching efficiency. Further evidence of the importance of search-on-the-job of employed workers as a source of increasing returns to scale will be the subject of future research.
(5) In this respect, political intervention should focus both on programs for low educated people and on investment in low educated districts that inherited a low educational labour force from communist times or are losing human capital in favour of other districts.
As hypothesised above, the effect of the proportion of the long term unemployed is always strong, significant and negative. Its effect increased at the beginning of transition and after the 1997 crisis. Therefore, government intervention in the matching process should focus on avoiding long term unemployment.
(1) Firstly, regarding inflow into unemployment, reforms should be implemented avoiding the emergence of long term unemployment. The two ways of entering long 27 term unemployment should be taken into account. On the one hand it can be due to dependence duration; the probability that the unemployed worker will find a job declines over time because he/she has lost his/her skills. In this case policy should prevent workers from being unemployed for a long time and encourage them to accept a job early on. On the other hand, there is heterogeneity among workers; there are workers who, owing to their characteristics (education, age, skills…), are more likely to suffer long unemployment spells. It is known that low educated workers are an important part of the Czech long term unemployment pool. To overcome the heterogeneity effect, policy should focus on the lower educated. In the approach followed here, it is not possible to obtain conclusions regarding the relative importance of skill mismatch, stigma, loss of skills and the disincentive effects of the welfare system. This should be the matter of future research.
The effect of the number of self-employed persons and firms with less than 25 employees was not significant at the early stage of the transition. However, from 1996 to 2000, when unemployment started to increase, it was significant but its estimated parameter was close to zero. Again, these kinds of firms seem to be a phenomenon of adverse labour market conditions. As stated above, an important part of the effect of this variable might have been absorbed by unemployment in the first stage estimation because self-employment has been an important way of leaving unemployment.
Therefore, self-employment is one of the reasons behind high unemployment elasticities and IRTS. At this point it is important to recall that the increase of unemployment rate dispersion across districts have been accompanied by a decrease in the vacancy rate coefficient of variation and a decrease in the v/u relation ship standard deviation. Burda and Profit (1996) considered that as an evidence for the emergence of decentralized small enterprises which is in accordance with the above interpretation of the results obtained here.
As for ALMPs, it is still difficult to measure their effect. Sorm and Terrell, using micro data, (1998) found that ALMPs shortened the spells of the groups that tended to have longer unemployment durations. Boeri and Burda (1996) and OCDE (1995) found a small but significant and positive effect. Munich et al. (1998) , introducing more variables, found a non-significant positive effect. Finally, I found a negative and The distance of the district capital from the West German or Austrian (ldis) border has a negative effect on matching efficiency. The further the district capital is from the EU border the lower the matching efficiency.
Density of population seems to have a very small (close to zero) and always significant effect on matching efficiency. This result supports the idea that it may have a quadratic form. The hypothesis was that geographic proximity has a positive effect on matching; however, above a certain level the positive effect may decrease. Even too high a density of population might have a negative impact.
The differences that the variable sud (being part of the Suddeten lands) was supposed to capture are far from clear. This variable is significant in the second specification but not in the first one.
The effect of agricultural with respect to industrial output was not significant at the beginning of transition; however, the significance level increased after the 1997 crisis. It has a positive sign but is close to zero; therefore former agricultural districts were more effective than former industrial ones, especially after the crisis, but the difference is very low. It can be considered as a consequence of the speed-up of industry restructuring during and after the 1997 crisis. In that case, workers losing their jobs in districts with old industries were having trouble finding a job in the new expanding sectors. Workers' mismatch between communist agriculture and transition agriculture is lower than the mismatch between communist heavy industry and transition industry.
The difference, however, is very small.
Regarding the number of firms by sectors with respect to labour force, adjusted R² increases in model 2; it better explains district differences in matching efficiency than model 1. Therefore, district economic structures are important in matching efficiency. According to Sorm and Terrel (1999) Secondly, district characteristics regarding the educational composition of the labour force and economic structures, defined as the number of firms per member of the labour force in different sectors, are able to explain differences in matching efficiency across districts.
Most
Thirdly, the duration of unemployment spells, especially long term unemployment, plays a very important role and it should be avoided in reform processes. Fifthly, the flow approach that has been followed here shows how the "cleansing effects" 43 of transition transformation and recession operate. The process of restructuring, closing of factories and the displacement of large numbers of workers produces a pool of workers that is far from homogeneous. Although some of them with flexible skills are able to find jobs in expanding sectors after changing occupations, 41 Jurajda and Terrell (2002) referring to OST models, page 1. 42 Svejnar (2002) , page 2. 43 See Davis and Haltiwanger (1990) . Burda (1993) stated that after four decades of socialism, a severe bout of spring cleaning was sorely needed (Burda 1993, page 106 Further research should focus on ALMPs, taking into account other available dimensions of ALMPs, LTU, trying to identify the relative importance of skill mismatch, stigma, and loss of skills and the disincentive effects of the welfare system.
Other variables, which are not available at district level, may explain matching efficiency. For example, it is necessary to test whether FDI, which increases the demand for skilled workers, also increases wage inequality and that, although it increases employment, it is not likely to contribute to the alleviation of structural unemployment suffered in certain regions as described in Driffield and Taylor (2000) . Increasing within-country differences are a common feature of transforming economies.
However, comparing different units of the same country has the disadvantage of the lack of data. At the same time, the need to study short periods of time makes the use of panel data necessary but comparing different countries is often criticized because they are subject to different policies. The compilation of district or regional data in transforming economies would be a useful tool for political advice.
44 See OCDE (1994 and . 45 See Lindeboom et al. (1994 
